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We provide a controlled laboratory test of the commonly cited reasons for limit-
s of arbitrage in asset markets: liquidity, short-sale and competition. In our baseline
treatment, where traders face liquidity and short sale constraints, we do observe persis-
tent existence of arbitrage opportunities. Persistent arbitrage does not diminish when
in treatments without liquidity constraints, and short sale constraints, and with neither
constraint. However, when substantially increase the number of traders while maintain-
ing liquidity and short sale constraints, the increase in competition decreases arbitrage
significantly and results in the most price efficient treatment.
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